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With Report of Independent Registered Public Accounting Firm Thereon



OATH OR AFFIRMATION

We Jay Carter and Fred Wagstail III swear or affirm that to the best of our knowledge and belief the
accompanying financial

statements and supporting schedules
pertaining to the firm of Sterne Agee Financial Services Inc as of September 30 2012 are true

and correct We further swear or affirm that neither the Company nor any partner proprietor principal officer or director has any
proprietary interests in any account classified as that of customer

Signature

r---- Chief EXci-thv Ot-nc
JOETTE CROUCH FREDRICKSON

Title

_________
Signature

Fnnci Offrr
Title

NaryPublic
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report describing any material inadequacies found to exist or found to have existed since the date of
the previous audit



KPMG LLP

Suite 1800

420 20th Street North

Birmingham AL 35203-3207

Report of Independent Registered Public Accounting Firm

The Board of Directors

Sterne Agee Financial Services Inc

We have audited the accompanying statement of financial condition of Sterne Agee Financial Services

Inc wholly owned subsidiary of Sterne Agee Group Inc the Company as of September 30 2012 and

2011 that is filed pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 This statement of

financial condition is the responsibility of the Companys management Our responsibility is to express an

opinion on this statement of financial condition based on our audits

We conducted our audits in accordance with auditing standards generally accepted in the United States of

America Those standards require that we plan and perfonn the audit to obtain reasonable assurance about

whether the statement of financial condition is free of material misstatement An audit includes

consideration of internal control over financial reporting as basis for designing audit procedures that are

appropriate in the circumstances but not for the purpose of expressing an opinion on the effectiveness of

the Companys internal control over financial reporting Accordingly we express no such opinion An

audit also includes examining on test basis evidence supporting the amounts and disclosures in the

statements of financial condition assessing the accounting principles used and significant estimates made

by management as well as evaluating the overall statement of financial condition presentation We believe

that our audits provide reasonable basis for our opinion

In our opinion the statement of financial condition referred to above presents fairly in all material

respects the financial position of Sterne Agee Financial Services Inc wholly owned subsidiary of

Sterne Agee Group Inc as of September 30 2012 and 2011 in conformity with U.S generally accepted

accounting principles

November 28 2012

LCP

KPMG LLP is Delaware limited liability partnership

the U.S member firm of KPMG International Cooperative

KPMG Internationall Swiss entity
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STERNE AGEE FINANCIAL SERVICES INC
Wholly Owned Subsidiary of Steme Agee Group Inc

Statements of Financial Condition

September 30 2012 and 2011

Assets 2012 2011

Cash and cash equivalents 5444319 4264432
Securities owned at fair value 34935 141240
Furniture and equipment less accumulated depreciation of

$308326 in 2012 and $276762 in 2011 47877 43552

Intangible assets 248003 46250
Notes receivable from financial advisors net 1774822 1241777
Other assets 1225782 867257

Total assets 8775738 6604508

Liabilities and Stockholders Equity

Due to Parent company 2779 5932
Due to affiliates net 149783 266766

Payable to brokers 2345109 1770465
Other liabilities 1407172 643400

Total liabilities 3904843 2686563

Stockholders equity

Common stock $0.00 par value Authorized issued and

outstanding 2500 shares

Additional paid-in capital 1658998 1658998
Retained earnings 3211895 2258945

Total stockholders equity 4870895 3917945

Total liabilities and stockholders equity 8775738 6604508

See accompanying notes to statement of financial condition



STERNE AGEE FINANCIAL SERVICES INC

Wholly Owned Subsidiary of Sterne Agee Group Inc

Notes to Statements of Financial Condition

September 30 2012 and 2011

Organization and Summary of Significant Accounting Policies

Description of Business and Principles of Consolidation

Sterne Agee Financial Services Inc the Company wholly owned subsidiary of Sterne Agee

Group Inc SA Group or the Parent is registered broker dealer with the Securities and Exchange

Commission SEC and the Financial Industry Regulatory Authority F1NRA Its principal business

activities include the execution of securities transactions for institutional and retail customers as

well as sales of insurance products to retail customers Institutional and retail customers are

introduced to the Company through network of independent brokers and third-party marketing

agreements with various banks All securities transactions are settled through clearing broker on

fully disclosed basis

The Company contracts with Sterne Agee Leach Inc SAL an affiliate to serve as the clearing

and carrying broker to clear and perform the majority of other back office operations and to

maintain and preserve all books and records required by applicable provisions of law and applicable

rules of the SEC Under the terms of the Companys agreement the Company has ultimate

responsibility for any loss liability damage cost or expense incurred as result of the failure of any

account to make timely payment for the securities purchased or timely and good delivery of

securities sold on the account although management expects no losses under this agreement

Use ofEstimates in Statement ofFinancial Condition

The accounting principles used in preparing the statement of financial condition conform with

U.S generally accepted accounting principles and with general practices followed by brokers and

dealers in the securities industry These principles and practices require management to make

estimates and assumptions about future events On an ongoing basis the Company evaluates its

estimates and assumptions including those related to fair value measurements intangibles income

taxes and contingent liabilities These estimates and assumptions are based on managements best

estimates and judgments Management adjusts such estimates and assumptions when facts and

circumstances dictate The Company bases its estimates on historical experience and the current

economic environment and on various other assumptions that are believed to be reasonable under the

circumstances the results of which form the basis for making judgments about the carrying values of

assets and liabilities not readily apparent from other sources Fair value measurements and

contingent liabilities are potentially subject to material changes in the near term Actual results could

differ significantly from those estimates

Cash and Cash Equivalents

Cash and cash equivalents include short-term highly liquid investments with original maturities of

three months or less

Accounting for Securities Transactions and Other Activity

Securities owned and securities sold but not yet purchased are stated at fair value

Continued



STERNE AGEE FINANCIAL SERVICES INC

Wholly Owned Subsidiary of Sterne Agee Group Inc

Notes to Statements of Financial Condition

September 30 2012 and 2011

Intangible Assets

Intangible assets represent primarily the excess of consideration paid over the fair value of tangible

assets acquired in connection with purchases of assets and assumptions of liabilities Assets

purchased included broker/agent contracts clearing contracts and client accounts Intangible assets

at September 30 2012 and 2011 include $248003 and $46250 respectively representing an

indefinite life unamortizable intangible asset which is the amount paid for brokerage license

which was contributed to the Company as part of its original capitalization

Furniture and Equipment

Furniture and equipment are recorded at cost Depreciation and amortization are provided on

straight-line basis over the estimated useful lives of the assets

Notes Receivable from Financial Advisors Net

Notes receivable from financial advisors net represent advances to independent brokers which are

charged to expense as the loan advances are forgiven pursuant to the contractual agreements with the

brokers

Other Assets

Other assets consist primarily of deferred income taxes and other receivables

Subsequent Events

The Company has evaluated the effects of events or transactions through November 28 2012 The

Company does not believe there are any material subsequent events that would require further

recognition or disclosure

Recent Accounting Fronouncements

Accounting Changes

In May 2011 the Financial Accounting Standards Board FASB issued Accounting Standards

Update ASU No 2010-06 Improving Disclosures about Fair Value Measurements which amends

the existing pronouncement related to fair value measurement This new guidance primarily expands

the existing disclosure requirements for fair value Specifically the new guidance mandates the

following additional disclosures The amount of any transfers between Level and Level of the

fair value hierarchy quantitative disclosure of the unobservable inputs and assumptions used in

the measurement of Level instruments qualitative discussion of the sensitivity of the fair

value to changes in unobservable inputs and any inter-relationships between those inputs that

magnify or mitigate the effect on the measurement of Level instruments and The level within

the fair value hierarchy of items that are not measured at fair value in the statement of financial

condition but whose fair value must be disclosed The Company adopted this new guidance as of

October 2011 with no significant impact on the statement of financial condition

Continued



STERNE AGEE FINANCIAL SERVICES INC

Wholly Owned Subsidiary of Sterne Agee Group Inc

Notes to Statements of Financial Condition

September 30 2012 and 2011

Accounting Changes Issued Not Currently Effective

In May 2011 the FASB issued ASU 2011-04 Fair Value Measurement Topic 820 Amendments to

Achieve Common Fair Value Measurement and Disclosure Requirements in US GAAP and IFRSs

The new standards do not extend the use of fair value but rather provide guidance about how fair

value should be applied where it already is required or permitted under International Financial

Reporting Standards IFRS or U.S GAAP For U.S GAAP most of the changes are clarifications

of existing guidance or wording changes to align with IFRS The Company is required to apply the

ASU prospectively for annual periods beginning after December 15 2011 The Company

expects that the adoption of ASU 2011-04 as of October 2012 will not have material impact on

its statement of financial condition

In December 2011 the FASB issued ASU No 2011-11 Balance Sheet Topic 210 Disclosures

about Offsetting Assets and Liabilities ASU No 20 11-11 requires disclosure of the effect or

potential effect of offsetting arrangements on the firms financial position as well as enhanced

disclosure of the rights of setoff associated with the firms recognized assets and recognized

liabilities ASU No 2011-11 is effective for periods beginning on or after January 2013 Since

these amended principles require only additional disclosures concerning offsetting and related

arrangements adoption will not affect the firms financial condition

Regulatory Requirements

The Company is subject to the SECs Uniform Net Capital Rule Rule 5c3-1 which requires the

maintenance of minimum net capital and which requires ratio of aggregate indebtedness as defined of

not more than 15 times net capital as defined At September 30 2012 and 2011 the Company had net

capital of $1715610 and $1609774 respectively which amounts were $1455164 and $1430669 in

excess of required net capital respectively

The Company claims an exemption from the provisions of the SECs Customer Protection Reserves and

Custody of Securities Rule Rule 5c3-3 pursuant to Section k2ii of the Rule

Fair Value Disclosure

The definition of fair value focuses on exit price i.e the price that would be received to sell an asset or

paid to transfer liability in an orderly transaction between market participants at the measurement date
not the entry price i.e the price that would be paid to acquire the asset or received to assume the liability

at the measurement date Accordingly fair value is market-based measurement not an entity-specific

measurement Therefore the fair value measurement should be detennined based on the assumptions that

market participants would use in pricing the asset or liability

The foilowing three-level valuation hierarchy is used for disclosure of fair value measurements and is

based upon the transparency of inputs to the valuation of an asset or liability as of the measurement date

The three levels are defined as follows

Level Inputs to the valuation methodology are quoted prices unadjusted for identical assets or

liabilities in active markets

Continued



STERNE AGEE FINANCIAL SERVICES INC

Wholly Owned Subsidiary of Steme Agee Group Inc

Notes to Statements of Financial Condition

September 30 2012 and 2011

Level Inputs to the valuation methodology include quoted prices for similar assets and liabilities

in active markets and inputs that are observable for the asset or liability either directly or indirectly

for substantially the full term of the financial instrument

Level Inputs to the valuation methodology are unobservable and significant to the fair value

measurement

financial instruments categorization within the valuation hierarchy is based upon the lowest level of

input that is significant to the fair value measurement Following is description of the valuation

methodologies used for assets and liabilities measured at fair value as well as the general classification of

such assets and liabilities pursuant to the valuation hierarchy

Common Stock and Warrants Where quoted prices are available in an active market securities are

classified within Level of the valuation hierarchy Level securities include highly liquid government

securities and certain other products If quoted market prices are not available then fair values are

estimated by using pricing models quoted prices of securities with similar characteristics or discounted

cash flows and are classified within Level of the valuation hierarchy In certain cases where there is

limited activity or less transparency around inputs to the valuation securities are classified within Level

of the valuation hierarchy

Assets measured at fair value on recurring basis as of September 30 2012

Quoted

prices

in active Significant

markets for other Significant

identical observable unobservable

assets inputs inputs

Level Level Level Total

Assets

Securities owned at fair value

Common stock 34935 34935

Assets measured at fair value on recurring basis as of September 30 2011

Quoted

prices

in active Significant

markets for other Significant

identical observable unobservable

assets inputs inputs

Level Level Level Total

Assets

Securities owned at fair value

Common stock 141240 141240

Continued



STERNE AGEE FINANCIAL SERVICES INC

Wholly Owned Subsidiary of Steme Agee Group Inc

Notes to Statements of Financial Condition

September 30 2012 and 2011

Financial Instruments Not Measured at Fair Value

Some of the Companys financial instruments are not measured at fair value on recurring basis but

nevertheless are recorded at amounts that approximate fair value due to their liquid or short-term nature

Such financial assets include cash and cash equivalents and certain payables to affiliates and others

Commitments and Contingencies

The Company in its capacity as broker dealer and underwriter is subject to litigation and various claims

in the ordinary course of business as well as regular examination by regulatory agencies Management
does not expect that resolution of any litigation or regulatory matters will have material impact on the

Companys results of operations or financial position

Related-Party Transactions

SA Group provides management consulting and financial services to the Company for an annual fee

Such services include but are not necessarily limited to advice and assistance concerning any and all

aspects of the operation planning and financing of the Company

SAL and SA Group provide office space communications and clearing services to the Company in the

normal course of operations

Cash and cash equivalents are held in accounts with SAL SAL serves as the custodian for the Company

for securities cash and other property owned by or in the fiduciary accounts

Income Taxes

The Company is included in the consolidated federal income tax return filed by the Parent Federal income

taxes are calculated as if the companies filed on separate return basis and the amount of current tax or

benefit calculated is either remitted to or received from the Parent The amount of current and deferred

taxes payable or refundable is recognized as of the date of the statement of financial condition utilizing

currently enacted tax laws and rates

Continued



STERNE AGEE FINANCIAL SERVICES INC

Wholly Owned Subsidiary of Sterne Agee Group Inc

Notes to Statements of Financial Condition

September 30 2012 and 2011

Deferred tax assets and liabilities are determined under the asset-liability method based on the differing

bases of assets and liabilities for financial reporting and income tax reporting purposes using enacted tax

rates in effect for the applicable tax periods In accordance with ASC 740 Accounting for Income Taxes

the Company has recorded the following

September 30

2012 2011

Deferred tax assets

Fixed assets 13244 10962

Intangible amortization 66648 76181

Liabilities not currently deductible 209030 94965
Other 83214 10894

Total deferred tax assets 372136 193002

Deferred tax liabilities

Prepaid expenses 23645 37900
Compensation 815 17566

Net deferred tax asset 347676 137536

Management has concluded that the realization of deferred tax assets is more likely than not accordingly

there were no valuation allowances during either 2012 or 2011

ASC 740 defines the threshold for recognizing the benefits of tax return positions in the statement of

financial condition as more-likely than-not to be sustained by the taxing authority This section also

provides guidance on the derecognition measurement and classification of income tax uncertainties in

interim periods As of September 30 2012 the Company had no unrecognized tax benefits related to

federal or state income tax matters With few exceptions the Companys tax returns for tax years prior to

2007 are no longer subject to income tax examinations by the U.S federal state or local tax authorities


